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FOREWORD 


The attached survey of political and economic developments during 
1950 in Western Germany, Austria, Trieste, Italy, Spain, and Portugal 
is based on observations made and material gathered during my 
study mission to these countries late last fall, undertaken at the re- 
quest and under the direction of the chairman of the Committee on 
Foreign Affairs, the Honorable John Kee. I hope that it may be of 
use to the members of the Committee on Foreign Affairs. 


Mike MANSFIELD. 


my 
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A SURVEY OF POLITICAL AND ECONOMIC DEVELOPMENTS 
DURING 1950 IN WESTERN GERMANY, AUSTRIA, TRIESTE, 
ITALY, SPAIN, AND PORTUGAL 





I. InrropuctTION 


Free Europe today is much stronger and more able to resist aggres- 
sion than she was three short years ago. Under the stimulus of the 
Marshall plan, Europe has increased her agricultural production to 
5 percent above the prewar level and her industrial production to 30 
percent above. Two phases of her industrial production directly 
related to her rearmament potential—electric-power output and steel 
production—have gone up 30 and 50 percent, respectively. Despite 
this, free Europe still is not strong enough to carry a full share of the 
free world’s tremendous defense effort. 

This is the inescapable conclusion of two studies of economic and 
political developments in Europe made by the author in 1949 and 1950 
at the request and under the direction of the chairman of the Com- 
mittee on Foreign Affairs, the Honorable John Kee. 

Two powerful influences have had a marked effect on Europe in 
the past few years: One was the Marshall plan that has had as its 
goal the reconstruction of Western Europe’s economic structure on a 
lasting basis. The other was the militant threat of communism which 
has now reached the point where Europe is faced with the task of 
curbing her civilian production in the interest of defense production; 

The Marshall plan itself came as a new milestone in history. As 
long ago as World War I, the United States gave large sums of money 
for war relief to Europe. And in World War II, America undertook 
the costly lend-lease program to help bring about Allied victory. One 
was a relief project, the other a war project. The Marshall plan 
exceeded both in its scope. It was designed partly to achieve recovery 
and partly to block Communist aggression in Europe. But, funda- 
mentally, a prime object was to eradicate a major cause of war. 

What was this cause of war? 

The nations of Europe always have engaged in a cutthroat com- 
petitive battle. In trying to be self-sufficient, they have erected 
trade barriers against their neighbors and ignored their economic 
interrelationship. Thus, they destroyed much of their foreign trade 
and set up a patchwork of small markets. 

These trade barriers, aside from being a source of international 
friction, have curtailed economic development and depressed Europe’s 
standard of living. This, along with the international friction, has 
bred discontent and wars. 

The United States itself is a study in contrast. We have developed 
one big continental market. This provided the incentive for the 
development of mass-production techniques, which enabled us to 
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produce goods at a lower cost per unit. An end result has been that 
we have sold more and more goods to Europe and bought fewer, 
proportionately, from Europe. Thus our balance of trade has been 
favorable and Europe’s unfavorable; and we have surged ahead as 
the world’s great industrial power. 

Thus the Marshall plan, after first stimulating European production, 
had to face the task of getting Europe to tear down her trade barriers 
and create a big continental market. ‘The Marshall plan had to get 
Europe to produce for a big market, on a mass low-cost scale, or face 
a continuing unfavorable trade balance and a low standard of living. 

The Marshall plan, working through the Organization for European 
Economic Cooperation, has been doing a big job—a job a 
to eradicate a major cause of war. Some of the basic work has been 
done. But there is much more to be done. It is a hard and slow 
process, because the concept is contrary to Europe’s ingrained eco- 
nomic thinking. 

In late 1950 the broad picture in Europe was this: Her agricultural 
and industrial production totals were at record highs; but they were 
still low by American standards. Our 150,000,000 Americans pro- 
duced a total wealth of $280,000,000,000 in 1950; the 275,000,000 
Europeans produced a total wealth of only $160,000,000,000. Thus 
more production was needed. This greater production would come, 
at least in part, through the destruction of trade barriers and the crea- 
tion of a European market. But the emphasis on this program, as 
the threat of Communist aggression has increased, had to be switched 
to defense work. 

With the outbreak of the Communist, inspired Korean War, Europe 
became acutely aware of the threat to her own freedoms. This has 
accelerated her defense activities within the framework of the North 
Atlantic Treaty. More and more emphasis is being put on defense 
production. Marshall-plan projects, for example are. being examined 
in the light of their potential defense-production value. 

Europe herself was almost defenseless in 1947. With Marshall- 
plan aid, she has shown great resilience and determination. Such 
resilience and determination are not to be found in defeated peoples, 
and now Europe is much more able to resist aggression and to be a 
stronger ally in the free world. 

The sizable increase in her electric power and steel production— 
two phases of her economic recovery program that were given prior- 
ity—will be invaluable in stepping up Rafones production. Further- 
more, it must be remembered that in relation to Russia and her 
satellites, the United States, Western Europe, and their associated 
countries have an annual production of— 

. Over four times as much steel and pig iron; 

Five times as much electric power; 

. Ten times as much petroleum; 

Three times as much coal; 

. Eight times as much wool, rayon, and cotton; 

. Three times as much wheat; 

. Four times as much livestock; 

. Twenty-four times as much merchant shipping. 

At the present time Western European rearmament is ae 
strength. The organization of the military forces under the Nort 
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Atlantic Treaty is going ahead and American military aid is arriving 
in ever-increasing quantities. 

Three years ago the Marshall plan was started with the idea of 
providing a sound economic basis for the rehabilitation of Europe. 
That basis is now strong enough not only to turn back communism 
in every one of the participating countries but also to support a great 
rearmament program. In my opinion, because of Marshall-plan 
assistance and the work going on under the North Atlantic Treaty 
Organization, Western Europe is visibly gaining in strength. It is 
growing stronger politically, economically, and militarily, and the 
Communist Party in all Western Europe is steadily declining in 
strength and numbers. 

Europe’s political health, again partly as a result of the Marshall 
plan, is also much better. Communists held many positions of 
authority in most European countries in early 1948. They were 
gaining power in every election. They controlled the labor unions, 
through which they sometimes paralyzed national economies. In 
the last 2% years this has changed materially. The Communists 
have lost ground in every European election. Democratic trade 
unions have been established and are draining members from the 
Communist unions. Communism has been contained and pushed 
back throughout free Europe. 

Both economically and politically free Europe today is a much 
healthier and stronger ally than she was 3 years ago. As the United 
States sets about building its own defenses in cooperation with other 
free nations, this new vigor on the part of Western Europe stands 
forth as one of our strongest assets. That it exists is a tribute to both 
the self-help efforts of the Europeans and the effectiveness of the 
Marshall plan in concept and operation. 


Il. WesteRN GERMANY 
A BRIEF SURVEY OF POLITICAL AND ECONOMIC DEVELOPMENTS IN 1950 


The most important developments in Western Germany during 
the year 1950 revolved around the fact that this highly industrialized 
area of 48,000,000 highly skilled and deeply nationalistic people was 
the subject of a tug of war between the Soviet Union and the free 
Western Powers. Both the Democratic and Communist camps strove 
through the year to enlist the Western Federal Republic of Germany 
either as an ally in the one case or as a satellite in the other. At the 
end of the year considerable progress had been made in integrating 
Western Germany into the western camp. 

At the beginning of 1950 a Soviet-sponsored propaganda campaign 
by the “national front” of the eastern zone got under way with the 
aim of subverting democracy in the Western Republic and unifying 
the country under the Communist standard. This campaign was 
intended to capitalize on the deep urge of all Germans for national 
unity. The United States High Commissioner, John J. McCloy, 
countered the Communist action on February 28, 1950, witha proposal 
that all German elections be held on a free, democratic, and competi- 
tive basis. The Western German Federal Government followed up 
this move with a specific proposition for all-German elections for a 
constituent assembly to draft a constitution for a unified Germany. 
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The Communist leaders of the east zone, however, did not respond 
favorably to these proposals. The Soviet Union instigated a ‘creeping 
blockade” of Berlin; went forward with the training of German armed 
forces on an extensive scale in the eastern zone under the guise of 
‘“‘people’s police,’ and sponsored with much threatening fanfare a 
giant rally of “free German youth” in Berlin on Whitsuntide week- 
end at the end of May. 

In a speech at Stuttgart on February 6, 1950, Com missioner MeCloy 
declared that United States policy was ‘“‘to help the German people 
establish a political democracy.” He declared that German security 
could best be protected “by German participation in a closely knit 
Western European community.” This latter goal was stressed again 
by the Foreign Ministers of Great Britain, France, and the United 
States who met in London from May 11 to13. It was the Allied aim, 
they asserted, that Germany “shall reenter progressively the com- 
munity of free peoples of Europe.”” German sovereignty was to be 
restored, they decided, to the maximum extent compatible with the 
basis of the occupation. German progress toward this goal was to be 
determined by (a) the development within Germany of a desire for 
friendly association with the Allies, and (6) Germany’s advance 
toward true democracy. A study group was established to prepare a 
review of the occupation statute. Finally, the Foreign Ministers 
reaffirmed their objective of ‘‘peaceful reunification of Germany’”’. 
They issued a statement on ‘‘conditions for German unity” and en- 
dorsed the proposal of the German Federal Government of March 22 
for free elections to an all-German constituent assembly. 

Following the May meeting of Foreign Ministers, Western Ger- 
many’s progress toward integration in the free family of nations was 
advanced by several noteworthy steps. Previously, Western Germany 
had been admitted to the Organization of European Economic Coop- 
eration (the European agency of the Marshall plan), and to certain 
other international bodies. In June 1950 the Federal Republic ac- 
cepted an invitation to become an associate member of the Council 
of Europe. There had been lively debate in the Federal Republic 
on this issue particularly because the Saar had received a similar 
invitation. Some Germans feared that acceptance of the invitation 
by the Federal Republic would prejudice its future claims to the Saar 
which, in March 1950, had entered into agreements with France 
recognizing its political autonomy. These agreements had been the 
occasion of a popular outburst of German irredentism. But these 
demonstrations did not prove strong enough to override the desire 
of the majority of Germans to play a role in the Council of Europe. 

The proposal of French Foreign Minister Robert Schuman in May 
for the pooling of French and German steel and coal resources under 
a high authority (the so-called “Schuman plan”) was welcomed by 
Federal Chancellor Konrad Adenauer on the ground that it would 
create a genuine basis for Franco-German rapproachment. In June 
Western Germany, together with France and four other countries, 
announced its adherence to the principles of the Schuman plan and 
conferences were begun to put the project into effect. A significant 
feature of the negotiations was that Western Germany was accepted 
by the other cooperating countries as a coequal. 

Western Germany’s increasing participation in international affairs 
was also marked in June by the establishment of consulates abroad 
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for the first time since the surrender, and by the inauguration of an 
Office for Foreign Affairs in the Federal Chancellery. 

The outbreak of hostilities in Korea in June accelerated efforts on 
the part of the Western Powers to link the German Federal Republic 
to the free nations. The possibility that Germany might become the 
scene of a Korea-like aggression was obvious. In late July the 
Communist-led Socialist Unity Party in Eastern Germany issued a 
call to all Germans for “‘national resistance’’ to the Allied Occupation 
Powers, the Western Federal Government, and the West Berlin 
Government. 

At their New York conference in September the three Western 
Foreign Ministers paid particular attention to the problem of Western 
German security and the role that Western Germany might play in 
the reinforcement of North Atlantic defenses. The Foreign Ministers 
announced the intention of the American, British, and French Gov- 
ernments to increase their forces in Germany and they proclaimed 
that ‘they will treat any attack against the Federal Republic or 
Berlin from any quarter as an attack upon themselves.” In regard 
to German rearmament, which was becoming an increasingly lively 
subject of discussion among the North Atlantic countries, the Foreign 
Ministers agreed that “re-creation of a German national army’’ was 
not desirable, but that German participation in the common defense 
of Europe was under study. The problem was referred to the North 
Atlantic Treaty Organization. 

As far as internal German security was concerned, the Foreign 
Ministers agreed that mobile police formations should be formed on a 
land (state) basis, but with provisions enabling the Federal Government 
to make use of such forces. Subsequently, the initial strength of this 
new police organization was set at 30,000 men. 

The Foreign Ministers further agreed that the upper legal limit on 
German steel production could be exceeded where this would facilitate 
the western defense effort. 

Political concessions were also made to the Western Germans. The 
Foreign Ministers announced the intention of their governments to 
terminate in their domestic legislation the state of war with Germany. 
It was further decided to amend the occupation statute ‘‘while main- 
taining the legal basis of the occupation.’”’ The Foreign Ministers 
expected however that the Federal Government would undertake 
certain commitments consonant with its new responsibilities. Finally, 
the three Ministers authorized the Federal Republic to establish a 
Ministry of Foreign Affairs and to enter into diplomatic relations with 
foreign countries in “suitable cases.”’ 

Between the September meeting of the Foreign Ministers and the 
end of the year, rather involved negotiations were conducted among the 
Western Powers themselves, and between them and the Federal 
Republic for the purpose of implementing certain of the decisions that 
had been made at New York. The first set of negotiations centered 
around revision of the occupation statute. The Germans were re- 
portedly pressing for replacement of the statute by a “‘security treaty,” 
which would give them almost complete sovereign power and place 
their relations with the Allies on a contractual basis. At the year’s 
end, differences over the questions of Western German assumption of 
prewar debts and of allocation of strategic materials were among the 
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leading stumbling blocks to agreement on revision of the occupation 
statute. 

A second series of negotiations was on an even more delicate and 
critical issue—Western German rearmament. Throughout the fall 
the North Atlantic powers discussed at length the form, conditions, 
and timing of German participation in the integrated defense forces 
of the West. But at the same time the Western Germans themselves 
manifested greater and greater misgivings at the whole idea of con- 
tributing military units to western defense. The Social Democrats, 
in particular, voiced their opposition to any scheme of German rear- 
mament which did not give complete equality to the Germans and 
which did not put enough western forces in Western Germany to 
guarantee that area against invasion. In the November elections, 
fought partly on the rearmament question, the gains made by the 
Social Democrats in Hesse, Wiirttemberg-Baden, and Bavaria, led 
many observers to believe that popular German opposition to remili- 
tarization was quite strong. The North Atlantic Council in December 
1950 rather cautiously asked the Allied High Commissioners and 
Western German Government to “explore” the arms question, and to 
consider ‘‘any changes in the present occupation arrangements which 
might logically attend a German defense contribution.” As of the 
close of the year no agreement had yet been reached. 

Meanwhile, the German rearmament question has engaged the 
attention of the Soviet Union. On October 20 the U.S. 5. R. in a 
note to the United States said that it would “not tolerate” the revival 
of Western Germany armed forces. On the same day, Soviet Deputy 
Premier V. M. Molotov met with representatives of seven Communist 
satellite states at Prague and on the 21st the parley issued a call for 
the demilitarization of Germany, the conclusion of a peace treaty and 
the withdrawal of occupation forces, and the creation of an all-German 
constitutional council based on equal representation of Western and 
Eastern Germany to prepare for the establishment of a unified sov- 
ereign government. 

Although both the Western and German Governments denounced 
the Prague proposals, the Soviet Union on November 3, 1950, sent 
notes to the United States, Great Britain, and France, proposing a 
meeting of the Council of Foreign Ministers on the problem of demili- 
tarization of Germany. The United States replied on December 22, 
declaring that the only existing German military force was the one in 
the Soviet zone, and that if the participation of German units in the 
defense of Western Germany was being discussed, it was because 
Soviet policy and actions compelled other nations ‘‘to examine all 
means of improving their security.” The American note asserted 
that international tension existed because of the general attitude of 
the Soviet Union, and suggested a general discussion of all the “princi- 
pal problems”’ whose solution would permit improvement in relations 
between the Kremlin and the west. Great Britain and France sent 
identical notes to Moscow. 

The Soviet overtures for a four-power conference on German 
demilitarization were paralleled within Germany by a note from East 
German Premier Otto Grotewohl to West German Chancelor Aden- 
auer, proposing talks between the two Germanys for the purpose of 
forming a single national government. 


—_ 
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At the end of 1950 the Soviet Union had not yet replied to the 
western suggestions for a general conference on outstanding issues, 
nor had the German Federal Government given its final reply to the 
proposal of Herr Grotewohl. 

The time has passed for the academic argument as to whether or 
not a rearmed West Germany would be dangerous. In any defense 
plan for Western Europe, West Germany must be an integral and 
substantial part. We must meet the West Germans at the council 
table and together decide what part they will accept as their share in 
men, money, and equipment in the defense of Western Europe. 

West Germany should be allowed to rearm and to become a member 
of the North Atlantic Treaty Alliance. If the West Germans are to 
remain incapable of defending their own country there is no alterna- 
tive but that American soldiers must do it. To have American boys 
fighting and dying to save West Germany while the Germans sit at 
home in safety does not make sense. They should be allowed to rearm 
in = own defense and we should recognize West Germany as an 
equal. 

The outstanding development in Western German economic life 
during the year 1950 was the great expansion in activity following 
the outbreak of the Korean War. 

Industrial production in Western Germany made sizable gains 
during the year. The over-all index of industrial production rose in 
October to 108 percent of the 1938 level. This was a rise of 20 per- 
cent since June, which was itself a postwar high, and a rise of 35 
percent from the figure for October 1949. German steel production 
during 1950 reached a postwar peak of 12.1 million tons, which was 
a million tons over the legal limit established by the occupation 
authorities. Excess production had been allowed by the Western 
Powers for purposes of western defense. Coal output in Western 
Germany was also encouraging. Hard-coal production rose to 108.7 
million tons for the year. This compares with 103.2 million tons in 
1949, and 117 million tons for 1936. 

German foreign trade both in imports and exports has also expanded 
considerably since June 1950. However, imports still exceed exports. 
This is part of the reason why Western Germany has had a consider- 
able deficit in the European Payments Union. It is expected, how- 
ever, that this position will improve by next spring as Western 
Germany’s foreign trade reaches even greater heights. 

At this point, I should like to repeat part of what I said about the 
position of West Germany in my report to the committee on Decem- 
ber 10, 1949: 


German economic and industrial power is once again growing and is a factor of 
great significance in any consideration of Europe’s economy. 

West Germany has a police force but noarmy. Soviet-supported East Germany 
has an army of 150,000 men, which will soon be doubled. 

West Germany, in spite of the difficulties it has faced in the postwar years, is 
on the way up. France and Britain both fear a revived Germany because of the 
possibility that it will dominate the economy of Western Europe and, in addition, 
the French have such a suspicion of the Germans that it will take time to over- 
come this antipathy. Ms. Adenauer and Schuman, however, seem to be doing 
their best to mitigate the differences between their countries to the end that the 
cooperation of their people with one another may be fostered and encouraged. 

Although Germany is at the present time in a very weak position with two sep- 
arate governments—both extensions of the occupation arms—it is potentially the 
strongest nation in Western Europe. Even though France eyes her with suspi- 
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cion, Britain with distrust, and the United States with skepticism, the fact must 
be recognized that because of her strategic position between the East and West 
the process of bargaining for her favor has already begun. As time goes on the 
German bargaining position will become stronger, the offers to her more attrac- 
tive, and the demands of the Germans will increase. Germany is, in my opinion, 
the big prize which the U. 8. R. R. now wants and, if necessary, she can and per- 
haps will offer the Germans some of the lands which had been taken away from 
them and are now occupied by Czechoslovakia and Poland. That the U.S.S. R. 
would be able to do this with her control of these satellite countries is not only 
possible but probable. This, plus the creation of a Russian-dominated Fast 
German army, plus the possible withdrawal of Russian troops from East Ger- 
many, plus the Russian championship of a united Germany—on Russian terms— 
poses a difficult problem for the West. In my opinion, it is time for a second 
look at our German policy because in the end whoever has Germany on its side 
will be in a position to exercise great control over the future of Europe. 


Ill. Austria 
POLITICAL AND ECONOMIC DEVELOPMENTS IN 1950 


Because of the constant delaying tactics of the Soviet Union, no pro- 


gress toward an Austrian peace treaty was made during 1950, and ~ 


occupation of the country has continued. Among the excuses used 
by the Russians to delay the negotiations were the unproductive 
bilateral talks with Austria, alleged renazification, and finally the 
side issue of Trieste. From May until the end of the year the Soviet 
representatives took the position at the meetings of the Deputies of 
the Big Four Foreign Ministers that the remaining articles of the peace 
treaty could not be discussed until the question of Trieste had been 
settled. As a result, on December 15, the two hundred and fifty- 
eighth meeting of the Big Four Foreign Ministers on a peace treaty 
for Austria adjourned until mid-March 1951 without accomplishment. 

The People’s Party-Socialist coalition government of President Karl 
Renner, who died December 31, proved its stability by completing its 
fifth year under the leadership of Chancellor Leopold Figl and Deputy 
Chancellor Schaerf. As Dr. Figl pointed out, however, the supreme 
goal of the Austrian Federal Government was the achievement of 
full freedom and sovereignty, and that goal had not vet been reached. 

Because there seemed to be no hope for the end of occupation in the 
near future, the Austrian Government on March 7, 1950, submitted to 
the Big Four a 23-point proposal designed to bring relief from some of 
the burdens imposed by occupation. Among the items requested 
were the assumption of occupation costs by the U. S. S. R., France, 
and Great Britain (the procedure already followed by the United 
States), reduction in the occupation forces, and the release of requisi- 
tioned housing. Only the Soviet Union, which was the most expen- 
sive occupying power, did nothing to lighten the financial burden of 
Austria. 

In municipal elections in the Soviet zone early in the year, Com- 
munist-appointed mayors and other officials lost their posts in large 
numbers, and the voting ran in the same proportions as in the remain- 
der of the country, the majority of votes going to the People’s Party. 
The new Nazi-tinged political party, the so-called Union of Inde- 
pendents, which had appeared late in 1949, seemed to divide into 
many splinter groups and was no longer described as a danger to the 
democratic organization of Austria. 


—_ 
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In order to keep Austria from being divided it has been the policy 
of the Government to avoid provoking any group. Communists have 
not been eliminated from the civil service as in many western countries 
for fear of Russian retaliation. However, the Austrian Government 
has not hesitated to protest in several instances where the Soviet 
authorities have interfered in Austrian internal affairs in violation of 
the Four-Power Control Agreement. 

The outstanding instances of Soviet interference of the year occurred 
during the series of Communist-supported demonstrations and the 
attempted general strike protesting the Government’s decision of 
September 26 to put a new wage and price agreement into effect. 
The general strike, called for October 4, received little support and 
the demonstrations were effectively handled by the Austrian Govern- 
ment, which thus successfully overcame what the Socialists termed 
‘the most serious threat to the Republic’s existence since its establish- 
ment.” 

The Government dismissed several police officers who had cooperated 
with the rioters, but the dismissals in the Soviet zone were blocked by 
the Soviet occupation authorities. Austrian protests were rejected 
by the Soviet Union. Protests were also lodged by the other three 
occupying powers. 

Throughout 1950 industrial production in Austria continued to 
increase, thanks to Marshall-plan aid. The iron, steel, and aluminum 
industries expanded, and the output of electrical power increased. 
The military and industrial mobilization which followed the Korean 
outbreak gave new markets for exports and tended to orient Austria’s 
trade more closely to the west. The trade deficit decreased from 
$275,500,000 in 1949 to $200,000 ,000 by the end of 1950. 

The exchange rate was stabilized at 21.36 schillings to the dollar 
except for certain invisible items such as the tourist trade, where the 
rate was established at 26 schillings to the dollar. With the end or 
reduction of subsidies, both wages and the cost of living were sub- 
stantially increased. In early fall wages were officially raised 14 
percent; however, prices were raised even more. For example, the 
price of bread increased 25 percent, sugar 35 percent, and coal 23 
percent. 

One of the main problems in the Austrian economy was the con- 
tinued drain of resources caused by the Soviet occupation. Esti- 
mated oil-export earnings of $25,000,000 were lost as the Russians, in 
whose zone the fields are found, exported the oil to Eastern European 
countries and kept the earnings themselves. Also through certain 
Soviet combines, the so-called USIA (Administration of Soviet Con- 
trolled Enterprises in Austria), the Austrian market was flooded with 
cut-rate goods. In addition to causing unfair competition, these tax 
free Soviet enterprises deprived the Government of revenue. 

While 1950 may be regarded as a year of economic progress, several 
serious problems still confronted the nation. Unemployment was 
high, amounting to 5.8 percent during the first 10 months of the year. 
It was attributed both to increased technological productivity and to 
low wages and purchasing power. A licensing system tended to dis- 
courage venture capital, both local and foreign. Lastly, despite the 


decrease in the trade deficit, and partly because of Soviet policy, 
Austria was still dependent on the European recovery program to meet 
the deficit in her balance of payments. 
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At the present time it is estimated that the United States has ap- 
proximately 10,000 soldiers in Austria. I would recommend that the 
American military authorities in Austria—and in Germany, too— 
clean out uniformed personnel from the snack bars, PX’s, officers’ 
clubs, commissaries, movie theaters, and libraries and restrict their 
use as escorts, aides, caterers, and housekeepers. All uniformed per- 
sonnel not in combat units should be assigned to provisional combat 
slots and ordered to periodic training encampments. 

The American operation in Austria is currently influenced by the 
possibility of a treaty and by current considerations of the East-West 
conflict elsewhere. In order to hold Austria together the United 
States must do its utmost to minimize these disruptive influences. 
Our initial mistake was in applying our efforts on the theory that a 
quick treaty could be obtained. Because of this we have improvised 
on a month-to-month basis. The Soviets, on the other hand, have 
had the initiative in planning. As of now, there is no possibility of a 
treaty within any given time. Therefore, we should proceed on the 
assumption that we will remain in Austria for at least 5 years. Pre- 
mature withdrawal from Austria could well mean the creation of an- 
other Korea and all that such a happening would imply. 

There are a number of factors which promote Soviet reluctance to 
accept a treaty; but first and foremost would be the unsatisfactory 
repercussions, from their viewpoint, which would certainly arise from 
a military standpoint. The potency of ‘‘Titoist’’ elements in areas 
under Soviet domination is admittedly unknown but they could be 
given no greater encouragement than the sight of Russian troops 
marching eastward. Furthermore, the East Germans, who have been 
suppressed only with difficulties, might get ideas. 

One year ago I made the following comments on the proposed 
Austrian treaty: 

: The proposed Austrian treaty—still in contention— poses some serious ques- 
tions. 

In the Soviet view, the Austrian question has never been considered separately 
from that of Germany. The Soviets feel that the Western Powers are responsible 
for dividing Germany and, so long as the possibility existed of Four-Power 


collaboration i> ~overning Germany, the U. 8. 8. R. could not afford to weaken 
its position in - urope by withdrawing from Austria. However, now that two 


separate German governments have been established, it is possible that the 
Soviets will consider the conelusion of an Austrian treaty at such time as they 
feel that the Eastern German Government is sufficiently secure to protect the 
Soviet position in Eastern Europe. It is also possible that the Soviets may 
propose a withdrawal of the occupying forces from Austria prior to agreement 
upon a treaty. It is quite likely that the British and French Governments would 
accept such an offer, and it would be politically difficult for the United States to 
resist it. The Austrian Foreign Ministry, with British support, strongly favors 
acceptance of a treaty at the present time on Soviet terms, 

The United States requirement for a treaty, and consequent troop withdrawal, 
has always been that Austria should be left with reasonable chances for economic 
and political survival. The presence of the occupying powers in Austria during 
the past 4 years has served to unify the Austrian Government behind a common 
purpose. It is possible that, should this restraining influence be withdrawn, 
various political groups may split off in such a manner as to weaken the anti- 
Communist front. While the coalition government would undoubtedly continue 
for some time to come, there is no guaranty that it would last even until the next 
national elections. If the Federal Government and the internal political forces 
should be sufficiently split and disorganized, it may provide the proper oppor- 
tunity for a Communist penetration into vital governmental functions. Austria’s 
consistent rejection of communism, as demonstrated in the recent elections, 
makes this only a possibility, however. Withdrawal of United States forces from 
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Austria, with or without a treaty, should be undertaken with caution—and only 
after a serious study of the consequences has conclusively proven it to be the 
wisest course. 

There are other reasons for the Soviets to remain in Austria. Their 
activities are economically rewarding; they utilize Vienna as a lucra- 
tive intelligence base; there is a legal basis for their presence which 
does not exist in most other dominated countries; and they need 

control of this vital Danubian hub. Political subversion of Austria 

by the Soviets has failed so majestically, thanks to courageous and 
popular resistance, that the Trojan horse here is the more insidious 
economic penetration being quietly pressed with a fair degree of 
success, using the Potsdam concessions as a vehicle. 

We have an exceptionally fine group of information agencies in 
Austria. Our Red-White-Red radio network covers all Austria and 
is being strengthened to reach Czechoslovakia and Hungary. Our 
newspaper is the second largest in Austria, and we have information 
centers scattered all through the country. However, the Soviets have 
lately stepped up their facilities and intensified their activities. They 
have opened an enormous information center in the heart of Vienna 
which features free continuously run movies. The Soviets have 
cracked down in their zone, banning all United States books (such as 
Crusade in Europe), United States ‘films, trade-union films, the anti- 
Soviet press, political rallies unfavorable to them, ete. 

The installation of a United States controlled television station in 
Austria might eventually be worth while. The great battle of the 
air waves here is weighted in favor of the Soviets, since they have, 
from the beginning, controlled the official Austrian network and have 
forced the Austrian Government to sponsor their propaganda as the 
official Government line. The Austrian radio and communications 
agencies fall, unfortunately, under left-wing influence which the 
Russians are trying to use to lay the groundwork for television in 
Vienna. Ifa television project is constructed it will be in the RAVAG 
control—Soviet-dominated—just like their radio. We do not need 
Soviet concurrence to install a military station, but happily we do 
have a veto over construction of an Austrian (Soviet-controlled) 
station. 

There is one person of whom we can be justly proud: the United 
States High Commissioner, Ambassador Walter Donnelly. His task 
is not easy. The problems before him are exceedingly complex and 
difficult, but his outstanding competence and the high quality of his 
leadership are clearly evident. I believe this country is fortunate in 
having such a man at this post at this time. 


IV. Trieste 
POLITICAL AND ECONOMIC DEVELOPMENTS IN 1950 


Little progress was made in 1950 toward the permanent disposition 
of Trieste. Under nominal United Nations control, the Free Territory 
remained divided into Italian zone A, occupied by Anglo- American 
troops; and Yugoslav zone B, occupied by Tito’s troops. The 
cleavage between the two zones became pronounced as both Italy and 
Yugoslavia took measures to orient their respective zones more closely 
to their own economies. 
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The U.S.S.R. continued to propagandize for the activation of the 
permanent statute of the Free Territory as provided for in the Italian 
Peace Treaty. The United States, Great Britain, and France, how- 
ever, no longer pressed for implementation of their statement of 
March 20, 1948, which called for the return of all Trieste to Italy, 
and appeared to favor a bilateral settlement of the question by Italy 
and Yugoslavia. In reply to a Soviet demand for the independence 
of the Territory, the three nations replied on June 16, 1950, that 
Trieste’s future must be decided through an agreement between the 
two nations concerned. They also denied that they had illegally used 
Trieste as a military base and rejected the Russian demand for the 
withdrawal of all troops. 

Italy and Yugoslavia manifested conciliatory attitudes toward the 
problem, both showing signs of willingness to compromise. For a 
while there was hope that the situation might be settled by a bilateral 
decision to incorporate zone A into Italy and zone B into Yugoslavia, 
with certain adjustments. However, on April 9 Yugoslavia de- 
nounced an Italian offer to settle their differences over Trieste, and on 
April 29 Tito’s offer to settle the question in accordance with an agree- 
ment he had made earlier with the Italian Communist leader, Togli- 
atti, was rejected by Italy. On November 6 Tito reported that there 
were no current negotiations with Italy over Trieste. Thus, although 
events in Korea have overshadowed to a great extent many of the 
disputes in Europe, Trieste still remains an unsettled issue. 

Within zone A the Italian and Yugoslav populations are divided 
politically as before. When the municipal council sent an appeal on 
February 23 to the United Nations Security Council requesting the 
return of the Territory to Italy, the resolution was opposed by the 
Communists, the Slav representatives, and the Independents. The 
number of Communists, who compose almost 30 percent of the elec- 
torate, has not declined as it has in Italy and France. Most of the 
Communists are pro-Cominform; only the Communists of Yugoslav 
nationality are Titoists. Evidence of Communist strength was dem- 
onstrated in February by a strike of 28,000 industrial workers, lasting 
20 days and led by a pro-Cominform labor union which manifested 
not only strong control over its own members but also much influence 
over the members of the anti-Communist labor group. 

Economically zone A appears to be prosperous. Although Trieste 
has lost much of its hinterland trade, ECA aid has compensated for 
this. The port has been improved, and the shipbuilding, oil refthing, 
and steel industries have been strengthened. Foreign trade policy is 
modeled on Italy’s: zone A uses the same customs tariff as Italy and 
participates in the latter’s trade agreements. Although little of the 
Italian Zone is arable, the Allied Military Government has two land- 
reclamation projects under way and the trend is in the direction of 
viticulture and fruit growing. 

However, several economic problems remain. The port of Trieste 
is threatened with a serious decline if the 40 percent of its trade 
composed of Marshall-plan shipments to Austria is cut off. Militar 
assistance shipments may make up for this loss. Competition with 
West Germany also is being felt, and at midyear the shipbuilding 
industry was having difficulty getting orders. Unemployment was 
high, estimated at between 17,000 and 21,000 in the first half of the 
year. 
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In zone B the major economic and political changes involved the 
closer integration with Yugoslavia. On March 13 the Yugoslav 
military government announced that zone B had been completely 
incorporated into the Yugoslav economy and that customs barriers 
between them had been abolished. Yugoslavia reported to the United 
Nations Security Council that, through the orientation of zone B’s 
trade toward Yugoslavia, the economic difficulties arising from lack 
of trade with zone A had been largely overcome. However, reporters 
at the spring elections observed a shortage of food and an austerity 
similar to that in Yugoslavia proper rather than the “well-fed look” 
of zone A. 

Politically, too, the Yugoslav zone seemed to be moving closer to 
its occupying power. In typical Communist manner the April 16 local 
elections were won by the Yugoslav People’s Front by over 90 percent 
of the votes. Many Italian voters stayed away from the polls. 

Little information has become available about Trieste in the latter 
half of 1950; but one thing became apparent: everyone, except the 
U.S. S. R., had given up the idea of a unified, independent Free 
Territory of Trieste for the time being. 

The case of Yugoslavia, which should be considered in connection 
with the Trieste question, marks a beginning, | believe, of a trend by 
national Communist parties away from Moscow domination. Because 
of Yugoslavian defection from the Cominform, the winning of the 
Greek civil war was made easier; Italian communism, cut-off from 
direct contact with the U.S.S. R., began to decline, and, at the present 
time there is a sharp split in the Italian Communist Party marked by 
the recent top level resignations of Valdo Magnani and Aldo Cucchi, 
two members of the Communist Party in the Italian House of Depu- 
ties. It is anticipated that other leaders will follow their example. 
This division has strengthened the hand of the de Gasperi government, 
in Italy and, on a chain reaction basis, has contributed to the weaken- 
ing of the Communist Party in France as well. 

As of today it appears that the strongest strong military line in 
Europe is the one extending from Trieste through Yugoslavia, Greece, 
and Turkey—with 80 divisions in being. 


V. Iraty 


POLITICAL AND ECONOMIC DEVELOPMENTS IN 1950 


One of the most important political events of the year was the 
formation of a new Cabinet by Premier de Gasperi in January, his sixth 
since taking office in December 1945. The Premier had resigned, not, 
as is usually the case, because of a vote of no confidence, but in a 
political maneuver to strengthen his position, and he was at once 
asked to form a new Cabinet. His coalition Cabinet had gradually 
narrowed, all Communist and left-wing Socialist members having 
been eased out. Even though his party, the Christian Democratic, 
had had an absolute majority in the Chamber of Deputies since the 
1948 elections, the Premier had chosen to govern with a coalition. 
In October 1949 the right-wing Socialists had withdrawn their mem- 
bers because of the conservatism of the Cabinet, but in January of 
1950 they voted to resume collaboration with the Premier, laying 
down a set of minimum demands for social legislation. The new 
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Cabinet is composed of 12 Christian Democrats, 2 Republicans, and 
3 right-wing Socialists, the Liberals having refused to join because of 
disagreement on land and electoral reforms. A vote of confidence 
was given the new Government by both the Chamber of Deputies 
and the Senate. 

The Premier told the Parliament that the main objective of his 
economic and financial program would be to solve the unemployment 
problem, but recent reports indicate that he has not been successful 
since unemployment remains a major difficulty. He also announced 
plans for public works in the depressed areas and land-reclamation 
projects in Southern Italy. 

The Communists, whose party membership is still one of the largest 
outside of Russia, lost no opportunities to stir up strife. On January 
9 a clash occurred between the police and workers in the industrial 
city of Modena, in the northern province of Emilia, in which several 
peasants were killed. In protest the Communist-controlled General 
Confederation of Labor called for a complete work stoppage the next 
day and sympathy strikes were invoked in other parts of the country, 
their success being proportional to the strength of the Communist 
Party in those areas. The Communist Party leader, Togliatti, charged 
that the Government was responsible and demanded the resignation 
of the Minister of the Interior, but the report of the latter, which 
stated that workers had begun the firing, was approved by the Cabi- 
net. Communists even attempted to attack the Premier in the 
Chamber of Deputies after he had denounced their activities in 
connection with the Modena incident. A bitter fist fight ensued 
before a vote of confidence was given de Gasperi. 

In March disturbances broke out in the northern industrial areas. 
In protest against the injury of several workers in a clash with police in 
a town near Venice, a strike was called by the General Confederation 
of Labor, for that province and 10 neighboring ones. Communist 
“activists’’ forced people to cease work and road blocks were set up 
to impede traffic . There were many casualties before the strike ended. 
Troops were used to suppress riots in Turin a few days later. The 
Cabinet then took steps to prevent further rioting and seizures of land 
which had become frequent, amid the general disturbances. It 
declared that all laws would be strictly enforced and all means at the 
disposal of the Government used to maintain order. Among other 
things, the Government had decided to authorize the prefects who 
represent it in the provinces to forbid all public meetings up to a period 
of 3 months wherever grave acts of violence or political intolerance 
occur. The Communist and left-wing Socialists claimed that this 
destroyed the people’s liberties and meetings of workers were held all 
over Italy to protest the orders. A nation-wide general strike was 
called by the General Federation of Labor. The strike was compara- 
tively unsuccessful. Enough workers of all categories ignored the 
strike order for the Government to feel that it had won its greatest 
victory to date over the Communists’ attempt to disrupt the Italian 
economy. The fact that some of the southern strikers were peasants, 
however, indicates that because of their campaign in favor of land 
seizures the Communists have gained some adherents in regions hitherto 
conservative. 

The land reforms promised by de Gasperi when he took office have 
been slow to materialize. During the disorders in March, the Govern- 
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ment introduced two bills into the Chamber of Deputies: (1) To im- 
plement the land-development projects promised by de Gasperi and 
(2) to authorize immediate expropriation of land in areas where 
relief was urgently needed. However, progress has been slow and 
land seizures by peasants continue. During one week in March 
the peasant army in Calabria, marching on uncultivated ground and 
claiming ownership, amounted to 30,000 persons and they overran 
90,000 acres. Christian Democrat and Communist groups marched 
side by side in protest against the Government’s long delay in carrying 
out the promised reforms. Most of the seizures were carried out in 
an orderly fashion and the police were ordered not to intervene unless 
necessary. 

In April the anti Communist Italian Confederation of Labor, 
founded in 1949 by the Christian Democrats to combat the Com- 
munists’ influence over workers, joined with two groups, the Federa- 
tion of Italian Labor and the independent Union of Autonomous 
Italian Workers Federations, to form the Italian Confederation of 
Labor Syndicates. It claims a membership of 1.5 million. It seems 
to be making some headway, but it is doubtful that many Communist 
unions have been attracted to it. 

A new militant anti-Communist organization, called the Partisans 
of Civil Defense, was founded in Rome in October, with the blessing 
of the Premier. It is designed to be the anti-Communist counterpart 
of the Partisans of Peace, who carry out the most subtle forms of 
Communist propaganda. The hard core of the new organization is 
formed of Italian partisans of World War II, who are firmly anti- 
Communist. Efforts are being made to demonstrate that this is not 
a Christian Democrat affair, but a joint effort of all elements of the 
Italian population that oppose communism. It hopes in time to 
become as large as the Communist Party which claims about 2,000,000 
dues-paying members. It will combat Communist propaganda and 
eventually try to neutralize the influences of the ‘‘activists’’ who are 
always among the troublemakers when disturbances break out. 

Foreign affairs claimed considerable attention in Italy during the 
year. iscussion of the Trieste question gave the Government an 
occasion to express its unshakeable faith in the Atlantic Pact, which it 
regards as the principal hope for world peace and to which it promised 
loyal cooperation. The attack on Korea is apparently considered of 
the utmost importance to Italy and seems to have aroused that country 
to a realization of the necessity of preparedness. There is disappoint- 
ment that so little has been delivered under the military-aid program 
but there is, except for the Communists, general approval of Presi- 
dent Truman’s action in defending Korea. In July the Cabinet de- 
cided to increase the national army to the full 250,000 men permitted. 
In September the Cabinet approved an increase in defense appro- 
priations of about $81,000,000, making total military expenditures in 
the current fiscal year about $595,000,000, which represents 25 to 30 
percent of the total budget. It agreed also to increase the police force 
to 82,000 men and establish 8 new mobile police battalions. Soon 
afterward it approved a Government proposal to set up a voluntary 
civil defense corps for use in wartime and to prevent Communist up- 
risings. In October the Defense Minister stated in the Chamber of 
Deputies that at the end of June 1951 Italy would have 11 infantry 
divisions, 7 of which would be fully equipped and the rest in a state of 
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fair efficiency. In addition it would possess the full air strength per- 
mitted by the peace treaty (200 fighter aircraft and certain transport 
aircraft). He said also that an annual sum of 400 billion lire ($640,- 
000,000) would be devoted to strengthening defense under a 3-year 
program. 

On the surface, things in Italy look prosperous and _ encouraging. 
Agricultural production in 1950 was the greatest since the war and is 
believed to be equal or only slightly less than before the war. Good 
crops, however, did not bring a drop of prices. On the contrary, 
they rose in mid-July and remained stable the remainder of the year. 
Emergency land reforms came into effect this year. About 190,000 
acres were expropriated on the Sila high plateau in Calabria for distri- 
bution to landless peasants. The landlords were compensated in 
Government bonds for the property taken. A fund has been set up 
to finance the necessary expropriations and improvements needed to 
settle families on waste lands within the next 10 years. The funda- 
mental purpose of this legislation is to break up the large estates and 
redistribute the land and to permit idle land to become productive. 
About 3,000,000 acres will be available to the pool. This will be di- 
vided into 180,000 farms. 

Industrial production in the first 8 months of 1950 was substantially 
greater than in 1949. Big construction projects give many cities a 
busy appearance. There appears, however, to be a great need for 
industrial reform, as was pointed out last fall by Mr. Leon Dayton, 
Chief of the ECA mission to Italy, who, I might add, is doing an 
excellent job. He felt that Italian financial policy was hampering 
recovery and that Italian industrialists were thinking more of their 
own profits than of reducing costs, increasing production, and raising 
the standard of living. He appealed for a business psychology based 
on the idea of large production and low prices rather than small sales 
and high charges. While the Government’s financial operations show 
a surplus, private firms are going bankrupt and unemployment is 
stationary at around 2,000,000. The slow rate of expenditure of 
counterpart funds accumulated in the European recovery program is 
also disheartening. The Government’s restrictive program has been 
prompted chiefly by fear of inflation and rising prices. This policy 
held prices down for some time but now they are rising as everywhere 
else in the world, so that the Government’s purpose has been defeated 
and Italian economy has not enjoyed the benefits it would have had 
from a more liberal investment policy. The Government’s whole 
financial policy is believed to discourage investment. Vast resources 
of manpower and equipment are being either not used or used ineffi- 
ciently under this policy. 

Overpopulation and land reform are the two basic problems of Italy. 
These factors, coupled with scarce natural resources, create a situation 
which seems almost impossible of solution. However, thanks to ECA, 
progress of a temporary character has been made in some tax reforms 
and land reclamation, It is estimated that more than 1,000,000 acres 
will be newly irrigated and approximately 1,100,000 acres will be 
reclaimed and afforded flood protection. 
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VI. Spain 
FINANCIAL AND ECONOMIC DEVELOPMENTS IN 1950 


There was no change in the general political picture in Spain in 1950. 
Generalissimo Francisco Franco continued to act as head of the 
Government. While the Government seemed to have no fear of 
oppositionists of the left, early in the year an undisclosed number of 
Monarchist leaders were arrested as a real danger. The Monarchists 
alone could do nothing but they are the only opposition group that 
might be accepted by the others to head a move against Franco. In 
March, Franco served notice on the Monarchists that if they made 
trouble for him they could expect short shrift. He specifically at- 
tacked the Bourbon dynasty to which the pretender Don Juan 
belongs. The importance of this speech lies in the fact that Franco 
seemed to reject the possibility of reaching agreement with Don Juan. 
Again in a speech in April to young members of the Falange move- 
ment, he expressed his contempt for the Bourbons, emphasizing the 
degeneration of Spain under the last reigning member of that family. 
He spoke at the same time of the Falange movement as the future 
leadership of Spain. The Monarchists are more vocal than any other 
opposition group because they can afford to be so. Spain is officially 
a monarchy and if any of them are arrested for subversive activity they 
receive less severe sentences than members of other parties. 

In June, Franco made a 4-day round of official inspections and 
visits in Bilbao, which was supposed to be the greatest stronghold of 
opposition to his regime. All functions passed off smoothly and there 
was no demonstration against him. It was generally agreed by im- 
partial observers that this indicated that he completely dominated 
the country. Whether the crowds were coerced or not, they cheered 
Franco enthusiastically. 

The only bright spot in Spain’s financial and economic picture at 
the close of 1950 was the possibility of a credit of $62,500,000 from 
the United States. In March the Minister of Industry and Commerce 
announced a 5-year plan to industrialize the country. The program 
would include the development of industries related to agriculture, 
transport, basic materials, ete. It was hoped that the first part of 
the plan, the basic industrialization of the state would be completed 
by 1956. However, the industrial program has made little progress 
because of lack of electrical power and capital. Nearly 10 years of 
drought have hurt industry as well as articulture because industrial 
planning has been based on the use of waterpower for electricity in 
order to avoid importation of coal. All over Spain factories can work 
only about one-fourth of their normal time unless they can find some 
other (even more expensive) source of power. Work is being pushed 
on vast projects for dams and for additional power plants but the 
need grows faster than production. 

The continued growth of the National Institute of Industry is im- 
portant in the general picture. Many businessmen feel that it is 
gradually forcing out private enterprise. This institute would, for 
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instance, hold 40 percent of the stock of a steel plant planned during 
1950. Many believe that this will be uneconomic in itself and ruin 
private plants. The institute is accused of oe directly with 
private industry. The question as to whether it will participate in 
the United States loan is causing much concern among industrialists. 

Spain’s population is increasing too rapidly for the country’s econ- 
omy. This, of course, results in a low subsistence level. The decline 
in agriculture has not been compensated for by industrial develop- 
ment. Spain needs to import much wheat. 

Early in the year, Argentina suspended credits to Spain granted 
under the Franco-Peron protocol of 1948 for “reasons of an economic 
order.”” It was stated that Spain had failed to ship much of the ma- 
chinery and metal manufactures it had promised, leaving Argentina 
with heavy export surpluses for which payment had not been made. 
The Argentine action cut off Spain’s major source of imported wheat. 
However, negotiations between Spain and Canada eaiiiad in wheat 
being shipped to Spain from Canada, paid for in gold by Spain. Re- 
ports that Spain was negotiating with the Soviet Union for additional 
wheat supplies were officially denied by the Soviet. 

Two events of great importance to Spain financially and inter- 
nationally cael late in the year. One was the revocation, on 
November 4, by the United Nations General Assembly of those sec- 
tions of the 1946 resolution on Spain recommending the withdrawal of 
Ambassadors and Ministers from Madrid and the debarment of Spain 
from membership in specialized agencies of the United Nations. On 
November 11, the Spanish Cabinet issued a communique expressing 
its gratitude to the members of the United Nations which voted in 
favor of the resolution. On November 5, Turkey became the first 
United Nations member to accredit a chief of mission to Spain after 
the lifting of the ban. Confirmation of the appointment of Stanton 
Griffis as United States Ambassador to Spain has been approved by 
the Senate. 

The other event of consequence was the authorization by the United 
States Congress in the General Appropriation Act of 1951 of aid to 
Spain to the evtent of $62,500,000. The ECA announced on Novem- 
ber 15 that this aid would get under way immediately and that the 
Export-Import Bank would act as the operating agency. Applica- 
tions for assistance are to be submitted to the bank. All loans will 
be subject to the guaranty of the Spanish Government. It was also 
announced that a number of applications had already been received 
and were under consideration. Although it is intended to help re- 
build the country’s economy, and there are many ways in which the 
loan could help Spain if used properly, it is viewed by almost all com- 
mentators as primarily political in character. In Spain most groups 
see the United States loan as a boost for Franco. Franco’s supporters 
look upon it as the first step toward acceptance of Franco’s Spain into 
the family of western and anti-Communist nations. His opponents 
are distressed for the same reason. Some feel that Spain’s economic 
needs could have been used as a powerful lever to move the regime 
toward democracy and that this instrument has been thrown away. 
Some feel also that these funds may deal a deadly blow to private 
enterprise through their use by the above-mentioned National In- 
stitute of Industry. 
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In the international political field, Generalissimo Franco in a news- 
paper interview last December called for the return of Gibraltar to 
pain. This is no new claim but was caused by the publicity given 
to the opening of the new Legislative Assembly of Gibraltar and the 
presence of the son-in-law of King George VI of Britain, who presided 
over the ceremonies. The Spanish Government says that the time 
has come for the British to acknowledge that Gibraltar has lost its 
importance and that it should be returned to Spain. 
he strategic position of Spain is significant with its potential control 
of the western Mediterranean and its natural barrier of the Pyrenees. 
It would be the next logical step, in my opinion, to follow up the 
approval of the Spanish loan and the appointment of Ambassador 
Stanton Griffis to Madrid with the dispatch of a military advisory 
oup to discuss the possibility of Spain becoming a member of the 
North Atlantic Treaty Organization and eligible for military assistance 
under MDAP. Portugal, a member of the North Atlantic Treaty 
Organization, feels quite strongly that without Spain her position is 
untenable, but that with Spain they can both participate on a sounder 
and more realistic basis. It is my belief that Spain should be invited 
into the North Atlantic Treaty Organization and should be furnished 
military assistance so that she could become an integral part of the 
cor mon-defense system of Western Europe. 


VII. PorruGa. 
POLITICAL AND ECONOMIC DEVELOPMENTS IN 1950 


Under the dictatorship of Salazar, nominally Premier of Portugal, 
there is little chance for political activity. Lack of a free press and 
the existence of a secret police effectively discourage opposition to the 
Government. Occasionally, however, it is charged that plots to 
overthrow the Government have been discovered. For instance, in 
June 1950, such a plot, including plans to assassinate the Premier, was 
disclosed. It was claimed b ‘the Government that this uprising had 
been planned for 3 years. The men involved in it were said to have 
organized themselves into groups to act at the opportune moment 
under orders of civil revolutionary committees. The main instigator 
of the plot, a Communist agent, escaped the police, but many of his 
alleged accomplices were arrested. They included men from all 
or of life: Industrialists, farmers, workers, and commercial 
employees. 

here were other instances of subversive activities: Alvaro Cunhal, 
leader of the outlawed Communist Party, was arrested and sentenced 
to 44 years’ imprisonment for anti-Government activity and for 
leading a secret organization. During his trial Cunhal was permitted 
to present his defense. Without interruption by the judge, he attacked 
the Salazar regime and the United States in a long speech and pre- 
dicted that the Portuguese people would rise against the present 
regime. Because of fear of the Communist activity in the opposition, 
many liberals have continued to support the present Government. 

Although the Portuguese dictator was sustained at the polls in 
1949, as represented by the victory of President Carmona, there are 
evidences that he does not feel absolutely secure. Besides a drive 
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to prevent left-wing groups from organizing, Salazar has moved: to 
placate the monarchist wing of his supporters by permitting the 
Portuguese pretender to reside in Portugal. He has also moved 
to restrict further the already limited rights of the National Assembly. 
However, there is no reason to believe that the regime is in any imme- 
diate danger of being overthrown, chiefly because ef improved eco- 
nomic conditions. 

In contrast with conditions in 1949, there was a general improve- 
ment in Portuguese economic life during 1950. Weather conditions 
were generally favorable to the crops. The sardine-fishing season, 
which is of great importance to the fishing industry, was better than 
in recent years, and good runs were reported from several coast points. 
Large-scale electrification and other public works were speeded up = 
through Marshall-plan assistance. Portugal’s foreign-trade deficit 
was reduc ‘ed by more than 50 percent, thus easing the drain on the 
country’s gold and foreign currency reserve. ECA aid to Portugal 
has been a great windfall for the regime. Allocations for the first 
half of 1950 totaled $31,500,000. Twenty-five percent of the allocated 
funds were used to buy wheat, but increasing amounts are now being 
employed for industrial and agricultural machinery. 

A trade agreement was made with Western Germany in June 1950, 
to exchange Portuguese commodities for German goods. There was 
no recourse to foreign borrowing during the year, other than some 
ECA advances. Wages and salaries were stable and strikes being 
illegal, there were none. 


VIII. ConcLusions AND RECOMMENDATIONS 


To put my conclusions and recommendations into proper perspec- 
tive, | should like to repeat here the conclusions and recommendations 
contained i in my report to the committee a year ago. 


A. 1949 


1. Conclusions.—On December 10, 1949, I said in my report to the 
committee: 


As a result of American aid through the European recovery program, com- 
munism has been stopped in its advance in Western Europe and is now on the 
defensive. The Economic Cooperation Administration has provided for the 
time being the condition and the climate in which democratic governments can 
work and nations can prosper. The opportunity of uniting and bringing about 
a better understanding among the people of Western Europe is in the making, if 
only the western nations will really work toward that objective. In so doing 
they must forego what they may consider as immediate advantages to the end 
that a strong and well-integrated European union may be formed in the interest 
of security and peace. 


2. Recommendations.—I made the following recommendations to 
the committee and to the Congress as a result of my observations: 


1. Customs barriers should be removed and an economic union of Western 
Europe—including West Germany—brought into existence. 

2. The European recovery program, as such, should cease in 1952. 

3. Our civilian personnel forces should be reduced in Germany. 

4. Our civilian and military forces should be reduced in Austria by 50 percent. 

5. Our occupation troops in Germany and Austria should be, wherever possible, 
taken off the streets and put on maneuvers. 

6. More internal contro! should be given to the West German and Austrian 
Governments. 
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7. Western Germany should be permitted to send and receive accredited 
diplomatic representatives. 

8. Dismantling should be stopped—what remains will be of little good to its 
recipients; what is left is necessary to the German economy. 

9. Britain is part of Western Europe. She should recognize that fact and 
work closely with it. At present, Western Europeans are suspicious of Britain 
and feel that she is alining herself too closely with the United States and not 
closely enough with them. 

10. France and Britain should try to work with West Germany on a Western 
European sustaining, and not on a suspicious, or a fear basis. Franco-British- 
German economic cooperation should be broadened to the fullest possible extent. 

11. The United States will have to seriously consider the importing of more 
goods from Western Europe; the alternative may be the exporting of more dollars. 

12. The Allied Powers should consider the working out of a peace agreement 
with West Germany at the earliest moment. 


B. 1950 


1. Conclusions —As a result of my observations this year, I] feel 
that Western Europe has made continued great economic strides in 
1950 and has laid the ground work for stepped-up defense prepara- 
tions. 

Much, however, remains to be done before Europe can shoulder her 
full responsibilities. 

ECA assistance will be needed in Austria and Italy if those coun- 
tries are to continue to survive. Neither one of these nations is 
sufficiently self-supporting to stand on its own feet. Austria is 
being drained by Russian exploitation of her natural resources in the 
Soviet zone, and Italy has a land and population problem which will 
become accentuated and dangerous to the peace of Europe if that 
country is cut adrift in June 1952. Our peculiar responsibility in 
Austria—an occupying power in a liberated country—must be taken 
into account as well as Italy’s strategic position in relation to all 
southern and central Europe, the Mediterranean, and North Africa. 

The sure way for Western Europe to survive is to get down to 
business, integrate its economy, do away with custom barriers, work 
out a political union on the basis of a United States of Europe, and 
furnish the divisions needed in the common defense which, in each 
instance and in the last analysis, is in its own defense. They will 
either do this in their own self-interest or be plucked off one by one. 

2. Recommendations.—I wish to make the following recommenda- 
tions to the Committee on Foreign Affairs and to the Congress for its 
consideration. They summarize my own personal observations on 
the basis of the investigation I have just concluded. 

1. The Congress should put more emphasis on the conditions of 
assistance and less on the sensibilities of those who receive assistance 
from this Government. In foreign-assistance legislation, the Congress 
should not hesitate to lay down the conditions as it views them. 

2. Europe must put up adequate defenses in its own protection 
but at the same time, I believe, we should strengthen our occupation 
forces in Austria, Germany, and Trieste. 

3. The Allied Forces in Trieste should conduct joint maneuvers 
with the Italian Army and American occupation forées in Austria. 
Similarly, the American occupation army in Germany should 
conduct joint maneuvers with the forces of France and the Benelux 
countries in that area. 
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4. Equality should be accorded to West Germany: a peace settle- 
ment should be concluded at the earliest opportunity; and West 
Germany should be allowed to rearm. 

5. Greater equality should be given to Austria and the possibilities 
of a peace treaty for that country continuallv explored. 

6. With the appointment of an Ambassador to Spain and congres- 
sional approval of a loan to that country, the next steps should be 
the dispatch of a military mission to Spain, inclusion of Spain in the 
North Atlantic Treaty Organization, and a thorough exploration of 
the possibilities of extending assistance to Spain under the mutual 
defense assistance program. 

7. The European integrated army should include international 
units on the order of the French Foreign Legion, made up of volunteers 
from among the displaced persons and also from Austria and Germany, 
and these units should be created under American supervision and 
authority. In addition, a counterintelligence unit should be created 
with a nucleus of displaced persons and others who could be used to 
carry on counterpropaganda work. 

8. Further reductions of civilian personnel in occupied countries 
should be made, and for the time being, no more families should be 
allowed overseas. 

9. Alien employees in legations and embassies should not serve as 
guards and messengers. These duties should be taken over by enlisted 
personnel of the United States Marine Corps. 

10. ECA assistance should be reduced to an absolute minimum for 
fiscal year 1952 and as many countries as possible should be taken 
out from under the ECA assistance program in the present fiscal year. 
In those countries where circumstances call for continued ECA 
assistance, more emphasis must be placed on rearmament from their 
own facilities so that this program can be carried forward from June 
1952 when ECA willend. At that time the Mutual Defense Assistance 
Program could take over the responsibilities. 

11. Steps should be taken to revise the Italian Peace Treaty to 
permit Italy to build up its armed strength. At present the Italian 
forces are limited to an Army of 185,000 men, a Navy of 25,000 men, 
and an air force of 200 fighter planes but no bombers. Italy’s 
capacity to contribute to the North Atlantic defense force is severely 
limited. These steps are necessary in view of the increases made in 
the armed forces of the Soviet satellite states in violation of the 
peace treaties. 

O 


